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TO: Supervisor Hilda L. Solis, Chair
Supervisor Mark Rid ley-Thomas
Supervisor Sheila Kuehl
Supervisor Don Knabe
Supervisor Michael D. Antonovich

FROM John Naimo Artk
Auditor-Co ler

SUBJECT: DEPARTMENT OF HEALTH SERVICES' COMMUNITY HEALTH PLAN
FINANCIAL AUDIT FOR THE YEARS ENDED JUNE 30,2014 AND 2OI5

Attached ís the independent auditor's report on the financial statements of the
Department of Health Services' (DHS or Department) Community Health Plan (CHP) for
the years ended June 30, 2014 and 2015. The audit was performed by Simpson &
Simpson (Simpson), Certified Publíc Accountants.

State of California law requires CHP and other managed health care plans with an
active Knox-Keene license to submit annual financial statements that have been audited
by an independent Certified Public Accountant to the State Department of Managed
Health Care (DMHC). The statements must be accompanied by an opinion on the
fairness of the financial statements' presentation. Simpson's opinion indicates that the
financial statements present fairly CHP's financial position and operating results as of,
and forthe years ended, June 30, 2014 and 2015. CHP's audited financial statements
have been submitted to DMHC.

Simpson's report indicates that CHP's transfer of managed health care plan operations
to L.A. Care Health Plan, the County's local initiative for managed health care, was
completed in October 2012. As a result, CHP had minimal financial activity during the
two fiscal years covered by the audit. DHS will keep CHP's Knox-Keene license active
until DMHC issues a final decision on the Department's request to modify the license
from full-service to restricted status (i.e., to contract for services such as skilled nursing,
home health, and hospice care).
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ln addition, Simpson's report noted that in August 2015, CHP transferred $10.7 million
from its trust funds to the DHS general fund. Since CHP is only required by DMHC to
meet the minimum balance of $1.0 million of Tangible Net Equity (TNE) to retain its
license, any funds in excess of the TNE are transferred to the DHS general fund.

Report on Gomoliance and lntern Control over Financial Reoortino

ln completing their audit, Símpson did not identify any deficiencies in CHP's internal
controls that they considered to be material weaknesses. However, Simpson did
identify issues with untimely transfers of amounts due to/from DHS and CHP, which
resulted in CHP's interest income being understated.

CHP agrees with Simpson's finding and recommendation. Details of Simpson's finding
and CHP's response are included in Simpson's management letter, which was sent to
your Board separately.

lf you have any questions, please call me, or your staff may contact Robert Smythe at
(213) 253-0100.
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c: Sachi A. Hamai, Chief Executive Officer
Mitchell H. Katz, M.D., Director, Los Angeles County Health Agency
Mary C. Wickham, County Counsel
Public I nformation Office
Audit Committee
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